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The Honorable Philip M. Crane
Chairman, Subcommittee on Trade
Committee on Ways and Means
House of Representatives

Dear Mr. Chairman:

To speed the processing of imports and improve compliance with trade
laws, Congress enacted Title VI of the North American Free Trade
Agreement Implementation Act on December 8, 1993.' The Customs
Service refers to this legislation as the Customs Modernization and
Informed Compliance Act or Mod Act. The Mod Act fundamentally altered
the relationship between importers and Customs by shifting from Customs
to the importer the legal responsibility for declaring the value,
classification, and rate of duty applicable to merchandise being imported
into the United States. Customs is responsible for determining the final
classification and value of the merchandise. The Mod Act also gave
Customs and importers a shared responsibility for ensuring compliance
with trade laws. To implement these new responsibilities, Customs
developed an informed compliance strategy.

You asked us to (1) assess the status of Customs’ implementation of the
informed compliance strategy and (2) determine whether trade
compliance under the new program had improved. We addressed these
two objectives for five key initiatives and actions under the informed
compliance strategy:

¢ information programs: basic, and targeted to specific imported
commodities;

¢ compliance measurement: a process of physical inspections of
merchandise and/or entry documentation to determine the rate of
compliance;

¢ compliance assessment: a mechanism by which Customs evaluates a
company’s internal control systems to ensure that they promote the filing
of import paperwork that is in compliance with laws and regulations;

'Public Law 103-182.
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Results in Brief

¢ account management: Customs’ approach to managing its work through

accounts (importing companies) rather than individual import
transactions; and

Customs’ responses to noncompliance by importers.

We performed our work at Customs headquarters in Washington, D.C., and
at two ports of entry—Los Angeles/Long Beach, CA; and Seattle, WA. We
also interviewed selected importers to obtain their views about Customs’
efforts in implementing the informed compliance strategy. Appendix I
more fully describes the methodology we followed in reviewing each of the
key initiatives and actions. We performed our work between June 1998 and
September 1999 in accordance with generally accepted government
auditing standards.

Compliance data suggest that the key initiatives and actions that make up
Customs’ informed compliance strategy have not yet produced the benefits
that were expected. Trade compliance rates have remained static at about
81 percent, short of Customs’ 90-percent goal. In addition, revenue
collection rates have decreased from 99.37 percent in fiscal year 1995 to
98.35 percent in fiscal year 1998. This resulted in projected net revenue
underpayments increasing from $135 million in fiscal year 1995 to $343
million in fiscal year 1998.

Among the reasons for these results may be that Customs has not
implemented three of the key initiatives and actions to the extent or at the
pace that it had expected. Two of the five—information programs and
compliance measurement—are fully operational. However, compliance
assessment, account management, and Customs’ responses to
noncompliant importers have been implemented but have not yet reached
many of the intended importers.

In compliance assessment, Customs expected to complete assessments for
2,100 importers in 8 to 10 years at a rate of about 210 to 263 annually;
however, it completed only 209 assessments from October 1, 1995, through
March 31, 1999. In account management, Customs identified 7,405
importers as potential candidates for its account management program.
From fiscal year 1995 through fiscal year 1999, Customs had assigned
account managers to 604 importers. Customs has not determined the
specific level of resources necessary to assign account managers to the
pool of candidate importers; but believes that with current resources, it
will not be able to assign account managers to all candidates in the pool.
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Background

In responding to noncompliant importers, Customs has had limited
success in increasing compliance. Its efforts to raise compliance rates in
selected industries led to an initial increase in the rates, followed by a
decrease, and ended with the fiscal year 1998 compliance rates falling
below Customs’ goal. Its efforts to deal with about 45 importers that have
the most serious ongoing compliance problems have included a variety of
actions but have not included penalty enforcement actions, such as
seizures or fines. Few of these importers have improved their compliance
rates enough to meet Customs’ 90-percent goal.

Customs cited the lack of sufficient staff resources as a major reason for
shortfalls in implementing the compliance assessment and account
management programs to the extent or at the pace intended. Customs also
noted that as it implemented the compliance measurement system and
introduced new analytical tools, staff have become more astute at finding
noncompliance.

Although Customs has monitored and evaluated certain aspects of the key
initiatives and actions, it has not evaluated, nor does it have a plan to
evaluate, the impact on compliance of the overall informed compliance
strategy. However, such an evaluation seems appropriate to address the
concerns raised by our analysis of the impact of the compliance
assessment initiative on the compliance rates for 59 importers. The overall
improvement in these importers’ compliance rates after compliance
assessment was less than Customs expected. The limited extent or pace of
implementation of some aspects of the strategy and our findings
concerning compliance rates for the 59 importers raise fundamental
questions about the informed compliance strategy. We make a
recommendation to Customs to address these questions.

Customs’ mission is to (1) ensure that merchandise and persons entering
and exiting the United States do so in compliance with U.S. laws and
regulations and (2) collect revenue from international trade. Customs
collected $22.1 billion in revenue at more than 300 ports of entry in fiscal
year 1998. Customs performs its mission with a workforce of nearly 20,000
personnel at its headquarters, 20 Customs Management Centers, 20
investigative offices, 5 Strategic Trade Centers, and 301 ports of entry
around the country.

Customs established a two-step procedure to process merchandise
imported into the United States. During the first step, known as cargo
release, Customs assumes direct control of the merchandise and uses an
inspection process to verify that the cargo meets import requirements and
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is properly and accurately documented. When Customs determines that
these requirements have been met, the cargo is released. During the
second step, referred to as entry summary, Customs selects for review
some of the detailed paperwork that has been submitted by the importer.
Customs subsequently liquidates the importation (completes the
transaction) after determining that the appropriate import duty has been
paid.

Although cargo release and entry summary are Customs’ major programs
for ensuring compliance with trade laws, its commercial fraud, fines,
penalties, and forfeitures program is its major weapon against violators of
these laws. Customs also assesses liquidated damages’® when an importer
does not comply with regulations. Civil monetary penalties, on the other
hand, are assessed for violations, such as misclassification, knowingly
falsifying the country of origin, and other fraudulent acts. Customs usually
takes seizure actions when merchandise is illegal or not admissible to the
United States.

Although Customs agents, inspectors, and import specialists assess
penalties and make seizures, it is the Fines, Penalties, and Forfeitures
offices that are responsible for administrative processing and tracking of
all liquidated damages, penalty, and seizure cases. Customs has been
performing these activities for many years, long before the Mod Act, and
continues to perform them in addition to its informed compliance efforts.

For over 15 years, Customs has used its Automated Commercial System
(ACS) to store and process import information and to manage import-
related activities, such as collecting revenue and capturing trade statistics.”
ACS allows Customs to identify, track, and control imported merchandise
during cargo release and entry summary liquidation processing. It also
allows Customs to retrieve import information whenever needed.

’Liquidated damages are monetary assessments made for breach of one or more conditions in bonds
posted with Customs to ensure protection of the revenue or to guarantee compliance with laws and
regulations administered by Customs.

’Customs is in the process of developing a replacement for ACS, called the Automated Commercial
Environment (ACE).
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The Customs
Modernization and

Informed Compliance
Act

In the late 1980s, Customs recognized the need to overhaul, streamline,
and update its automated data processing capabilities and reorient its
business processes.' Customs also realized that it needed to work with the
trade community and Congress to forge legislation for meaningful change.
After several attempts, compromise legislation acceptable to Customs,
Congress, and the trade community was developed. This legislation, the
Customs Modernization and Informed Compliance Act or Mod Act, which
allowed Customs to automate its processes incrementally and allowed
Customs to be flexible and innovative in redesigning its business
processes, became law on December 8, 1993, as Title VI of the North
American Free Trade Agreement Implementation Act.

The Mod Act introduced two new concepts: informed compliance and
shared responsibility. These concepts were premised on the theory that in
order to maximize voluntary compliance with Customs laws and
regulations, the trade community needed to be fully and completely
informed of its legal obligations. In addition, Customs was to effectively
communicate its requirements to the trade community, and the people and
businesses subject to those requirements were to conduct their regulated
activities in conformance with U.S. laws and regulations. The trade
community was to use reasonable care in meeting its responsibilities.
According to Customs, there is a general consensus that a “black and
white” definition of reasonable care is impossible because the concept of
acting with reasonable care depends upon individual circumstances. In
lieu of a definition, Customs has issued a checklist of measures for
importers to use as guidance in meeting the reasonable care requirements.

Customs’ Implementation of
the Mod Act

Most import activity is attributable to a relatively small group of importers.
In fiscal year 1998, Customs processed shipments with a total value of
about $897 billion for more than 443,000 commercial importers. Only 1,000
of these importers, or less than 1 percent, accounted for about 60 percent
of import value—a total of $538 billion. These percentages have remained
fairly constant for several years, at least since fiscal year 1996. Customs
determined that these top 1,000 importers are in a position to have a
significant impact on trade compliance rates and introduced a “big player
focus” towards trade compliance.

In addition to big players, Customs directed its trade compliance efforts
toward primary focus industries (PFIs). Customs selected industries as

'We will not be discussing the automation aspects of the Mod Act in this report. ACE is addressed in
our report entitled Customs Service Modernization: Serious Management and Technical Weaknesses

Must Be Corrected m, Feb. 26, 1999). Customs’ core business processes are trade

compliance (imports), passenger processing, and outbound (exports).
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Customs Provided
Informed Compliance
Information to
Importers

PFlIs if they were considered vital to U.S. national interest on the basis of a
number of factors, including strategic importance, international trade
agreements, health and safety, and economic concerns. For fiscal year
1998, Customs selected the following PFIs for trade compliance attention:
Agricultural Products,

Automotive,

Communications,

Critical Components (Bearings and Fasteners),

Footwear,

Production Equipment,

Steel, and

Textiles and Wearing Apparel.

In addition to focusing on big players and PFIs, Customs developed and
implemented several key initiatives and actions as part of its informed
compliance strategy, including (1) information programs, (2) compliance
measurement, (3) compliance assessment, (4) account management, and
(5) responses to noncompliance. The remainder of this report will discuss

these five initiatives and actions, Customs’ implementation of them, and
their results.

Providing information to importers to inform them about trade laws,
regulations, and Customs policies and procedures is not new; it has been
going on for years. However, under its informed compliance strategy,
developed as a result of the Mod Act, Customs enhanced its basic
information program and developed a new targeted information program
to provide the importing community with relevant information concerning
its responsibilities and rights under Customs laws and regulations.

Through these two programs, Customs provided importers with extensive
information using the Internet, an electronic bulletin board, seminars, and
informed compliance publications on such topics as value, classification,
reasonable care, and recordkeeping requirements. Ports of entry around
the country also provided informed compliance information to their local
importing communities. Limited feedback that we obtained from several
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major importers indicated overall satisfaction with Customs’ informed
compliance information efforts.

Basic Information Program

According to the Commissioner of Customs’ May 1996 memorandum for
trade community members on informed compliance strategy, the basic
information program was intended for all parties involved in importing.
Using the program, Customs would

continue to issue rulings on the proper classification of imported
merchandise;

give the trade community an opportunity to comment on draft regulatory
documents by posting the documents on the Customs Electronic Bulletin
Board (CEBB);

establish an educational outreach program to educate the trade
community on Mod Act responsibilities;

establish a Customs Web server for dissemination of Customs information
via the Internet;

increase the knowledge of Customs staff through internal and external
Customs seminars; and

consider making information, such as Customs Bulletins, notices, and
directives, available via CD-ROM.

In accordance with its informed compliance strategy, we found that in
calendar year 1998, Customs had issued over 13,000 rulings, posted 7 draft
regulatory documents to the CEBB for public comment, and developed 13
informed compliance publications. In addition, in fiscal year 1998,
Customs conducted over 130 internal and external educational seminars.

Customs established its Web site on the Internet in August 1996, recording
1.5 million visits to the site in its initial year. Customs chose not to pursue
distribution of such information as Customs Bulletins, notices, directives,
and other informed compliance materials by CD-ROM because the
information became accessible once the Web site was established.

The CEBB was established in January 1991 to provide importers access to

current, relevant Customs operations and trade information. Enhanced for
informed compliance purposes, news releases, rulings, and about 25 other
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subject areas can be accessed through the CEBB. Almost all information
on the CEBB can also be accessed through the Customs Web site.

In March 1999, we accessed CEBB files through the Web site and found
that one subject area, Mod Act Information, contained 70 information files,
including draft and final regulations, Customs’ informed compliance
strategy, and numerous informed compliance publications. These files
included, for example, informed compliance publications that discussed
reasonable care and recordkeeping requirements. According to Customs,
the CEBB will eventually be phased out and all data integrated into the
Web site.

The Customs Web site contains an extensive array of information,
including regulations and rulings, merchandise tariff classification and
entry procedures, marking requirements, and informed compliance
strategy and publications. Web page selections include such topics as
“About U.S. Customs” and “Importing and Exporting.” As of April 1999,
over 10.6 million visits to Customs’ Web site had been recorded since it
was established in August 1996.

As part of its efforts to educate the importing community on its
responsibilities, Customs developed an informed compliance publication
series. The publication series entitled “What Every Member of the Trade
Community Should Know About:***” addressed trade issues, such as
merchandise classification, customs value, and reasonable care. Thirty-
four trade topics have been covered in this series since its inception in
1996. Customs received positive feedback from the trade community about
this series and its applicability toward understanding informed compliance
responsibilities.

Targeted Information
Program

According to the Commissioner’s May 1996 memorandum, the targeted
information program was designed to provide information and assistance
to the importers beyond that provided through the basic program. The
targeted information program was primarily aimed at industries and
certain trade segments that required special efforts to deal with
compliance issues. The targeted information programs used a variety of
communication methods, including

development and distribution of industry- and/or commodity-specific
publications,

seminars and industry association sponsored meetings,
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e importer visits, and

¢ videotapes.

Customs has produced a number of commodity- and industry-specific
publications under its “What Every Member of the Trade Community
Should Know About:***” series. In fiscal year 1998, such publications as
Ribbons & Trimmings, Footwear, and Lamps, Lighting and Candle Holders
were issued as guides to help with classification of these commodities.

Customs also produced newsletters and other publications for specific
industries. One newsletter entitled Production Equipment Trade Educator
focused on classification and valuation of production equipment. Another
was The Auto Book: A Practical Guide to Classification of Vehicles, Parts
and Accessories under the Harmonized Tariff Schedule, geared, of course,
to the auto industry.

In addition, Customs officials made 69 presentations to the trade
community across the country on specific topics, such as bearings,
production equipment, and wood products. Presentations were made at
industry association meetings, ports of entry, and trade conferences.
Customs did not request formal feedback from the trade community as a
means of assessing satisfaction with the information presented at its
seminars. However, Customs officials told us that they had received letters
from the trade community that were complimentary of the presentations
and the usefulness of the information provided.

Furthermore, Customs officials visited many importers to discuss new
programs and initiatives and to provide instructions on how to properly
classify imported merchandise. Customs did not compile information on
the number of visits made to importers. Customs also issued three videos
on topics considered of high interest to the trade community: Account
Management, Informed Compliance, and Textile Rules of Origin.

Ports of Entry Informed
Compliance Activities

According to the Commissioner’s May 1996 memorandum, ports of entry
were also to develop and implement informed compliance activities to
ensure that the local trade community was informed of trade laws and
regulations and Customs policies and procedures.

We visited two ports of entry, Seattle, WA; and Los Angeles, CA, to gain an

understanding of local informed compliance activities. The Seattle port of
entry
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published a trade newsletter,

held monthly meetings to discuss issues of concern to the importing
community,

held port-sponsored seminars and workshops several times a year,

held open house events and tours to meet and greet trade representatives,
and

visited importers to promote informed compliance activities.

The Port of Los Angeles (Los Angeles Airport and the Los Angeles/Long
Beach Seaport)

issued public bulletins to notify the trade community of activities and
administrative changes,

held monthly and quarterly meetings with importing trade associations,
held port-sponsored seminars, and

held open house events that included a tour of the airport Customs facility.
Customs officials told us that although specific documentation was not
compiled, ports of entry across the country have been involved in
informed compliance activities. The officials stated that some ports,

however, were more proactive than others and had organized numerous
activities; others had few activities.

Selected Importers
Generally Satisfied With
Customs’ Informed
Compliance Information
Programs

As part of our review, we asked for the views of nine importers’ regarding
the basic and targeted information programs. We asked the importers a
series of questions, including whether (1) they used the Customs Web site,
(2) Customs seminars they attended were informative, and (3) they felt
that Customs was doing a good job providing information to assist them to
voluntarily comply with Customs laws and regulations.

All nine importers we interviewed responded that they thought the Web
site was very useful as well as a great source of information. The importers
said that they checked the Web site frequently for relevant, current
information. Some importers also commented, however, that although the

’Appendix I provides information on how the nine importers interviewed by GAO were selected.
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Compliance
Measurement Results
Indicate That Trade
Compliance and
Revenue Collection
Goals Have Not Been
Met

Web site provides importers greater access to Customs information, there
is a great deal of information to sort through to find what may be relevant
to a company. Many importers also stated that Customs’ presentations at
various seminars were generally informative. A few of the importers
suggested that Customs act more quickly in holding seminars, once new
changes or new programs were introduced. Several of the importers we
interviewed commented that the publications were informative and
provided a good source of basic level information. Overall, importers we
interviewed said Customs’ efforts to provide the trade community with
adequate and timely information were generally sufficient, and its efforts
to keep the trade community informed had improved since the Mod Act.

In response to Mod Act requirements, Customs began in fiscal year 1995 to
measure and report to Congress on the importing community’s level of
compliance with trade laws and regulations. In fiscal year 1996, Customs
established goals to attain overall trade compliance rates of 90 percent and
PFI compliance rates of 95 percent by fiscal year 1999. Overall trade
compliance rates, however, have remained static at about 81 percent from
fiscal year 1995 through fiscal year 1998. PFI rates have also remained
static at nearly 84 percent from fiscal year 1996 through fiscal year 1998.
Customs recently extended both goals out to fiscal year 2004.

Customs also established a goal to collect at least 99 percent of revenue
due, which was last achieved in fiscal year 1996. Projected revenue
collection rates have decreased from 99.37 percent in fiscal year 1995 to
98.35 percent in fiscal year 1998. This amounts to projected net revenue
underpayments increasing from $135 million in fiscal year 1995 to $343
million in fiscal year 1998.

Description of Compliance
Measurement

Customs describes compliance measurement as a process of physical
inspections of merchandise and/or Customs entry summary’
documentation reviews to determine the compliance rate of transactions.
Compliance measurement is a statistically valid method’ of determining
compliance by means of examinations that are based on Harmonized Tariff

‘Merchandise arriving at a U.S. port must be “entered” with Customs unless specifically exempted.
“Entry” refers to the required documentation filed with Customs to secure the release of imported
cargo from Customs’ custody.

"We performed a limited review of Customs’ statistical sampling methodologies used in fiscal years
1995 through 1998. From our discussions with Customs statisticians and an analysis of the sampling
methodologies, we are satisfied that the methodologies are reasonable, and the estimates of
compliance rates based on the methodologies appear statistically valid as reported.
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Schedule® classifications. Compliance measurement results enable
Customs to assess the performance of major industries, including PFIs,
major importers, and its own performance concerning revenue collection
and enforcement of trade laws. According to Customs, compliance
measurement also provides the basis for working with importers in
improving their compliance and in developing and implementing Customs’
strategies to improve compliance.

Customs Modifications to
the Compliance
Measurement Program

In response to Mod Act requirements, Customs established the compliance
measurement program on April 7, 1994. During fiscal year 1994, Customs
trained port personnel responsible for conducting cargo inspections and
document reviews and measured the compliance of 15 industries in
preparation for overall program implementation. In fiscal year 1995,
Customs conducted the first national compliance measurement of imports
across the entire spectrum of the Harmonized Tariff Schedule to establish
a compliance baseline for use in comparisons with future measurement
and projections.

Customs began to focus compliance measurement efforts on PFIs during
fiscal year 1996 to determine compliance rates for specific industries
importing automobiles, bearings, and textiles, among other commodities
and merchandise; and to direct informed compliance efforts, such as
seminars, toward targeted industries experiencing low trade compliance.
During fiscal year 1997, Customs linked compliance assessment results
with compliance measurement results to improve its capability to measure
and identify noncompliance. This improvement was designed to allow
Customs to perform a minimum number of inspections on compliant
importers and an increased number of inspections on noncompliant
importers.

In its fiscal year 1998 Trade Compliance Measurement Report, Customs
introduced the concept of significance into the compliance measurement
process. Customs applied criteria to violations discovered during
compliance measurement examinations and document reviews to
differentiate between discrepancies, such as clerical errors, and more
egregious or willful violations, including narcotics smuggling and
intellectual property rights infringement. Measuring a violation’s
significance allows Customs to focus its resources on the most significant
trade violations.

‘The Harmonized Tariff Schedule is a 97-chapter catalogue of 1,200 4-digit tariff numbers designed to
enable importers, customs brokers, customs officers, and other interested persons to determine the
classification of and rates of duty applicable to imported articles.
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Compliance Rates Remain
Static

Since Customs started measuring and reporting compliance, overall and
PFI compliance rates have remained static from fiscal year 1995 through
fiscal year 1998 (see fig. 1). Customs officials attributed the static
compliance rates, in part, to Customs’ increasing ability to detect
noncompliance by conducting more thorough and uniform cargo
examinations and document reviews and using sophisticated analytical
tools. Customs officials explained that the more familiar inspectors and
import specialists became with cargo inspected for compliance
measurement, the more likely they were to detect discrepancies. Customs
also credited the use of sophisticated analytical tools to analyze
compliance measurement data, develop importer compliance profiles, and
identify potential trends of noncompliance. According to Customs
officials, these analytical tools greatly enhanced Customs’ ability to detect
and react to trends indicating potential noncompliance that may otherwise
have remained undetected.

Figure 1: Compliance Rates Have
Remained Static Between Fiscal Years
1995 and 1998
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aCustoms did not assess compliance rates for PFls in FY 95.
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Sources: U.S. Customs Service Commercial Compliance Measurement Report, fiscal year 1995 and
U.S. Customs Service Trade Compliance Measurement Report, fiscal years 1996-1998.

The conclusions of a Customs analysis of the auto/truck parts industry,
however, may provide another explanation for static compliance rates. The
analysis indicated that importers too small to justify the level of attention
Customs affords large importers—for example, providing account
managers or compliance assessments—had the lowest aggregate
compliance rate and generated a disproportionate share of compliance
discrepancies within the industry. The analysis concluded that unless the
aggregate compliance rate for small companies improves dramatically,
auto/truck parts industry compliance may never rise above 89 percent
even if the compliance rate for large companies rises to 95 percent. It also
concluded that Customs must pursue the challenge of raising small
company compliance within the auto/truck parts industry.

In addition, Customs acknowledged, in its fiscal years 1997 and 1998
Accountability Reports, that its goal of achieving 90 percent overall
compliance and 95 percent for PFIs by 1999 as originally planned, and later
adjusted to the year 2000, was overly optimistic. According to its Fiscal
Year 2000 President’s Budget Justification Materials, Customs anticipates
achieving both goals by fiscal year 2004 but acknowledged that further
adjustments may be needed as more experience is gained. Customs
officials stated that these goals are also dependent on budgetary resources
and automation funding.

Applying Significance
Criteria Changes
Compliance Rate

Customs reported an overall compliance rate and a significance
compliance rate in its 1998 Trade Compliance Measurement Report. The
89 percent significance compliance rate was higher than the 81 percent
overall compliance rate. Customs stated that for compliance measurement,
a discrepancy is indicated whenever any of the diverse trade laws,
regulations, and agreements are violated. This is, in effect, a “letter-of-the-
law” definition of discrepancy that has been used since the beginning of
compliance measurement.

In an attempt to increase the relevance of compliance measurement,
however, Customs established a task force in 1997 to review the
discrepancy definitions and apply a standard for significance. The task
force identified criteria to distinguish major discrepancies involving illegal
narcotics, intellectual property rights, and forced labor violations, among
others, which Customs always considers significant, from nonmajor
discrepancies such as clerical errors. Customs applied its standard for
significance to the compliance measurement process to identify and
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address major compliance problems before considering less important or
inconsequential issues.

Customs officials told us that they intend to continue compiling and
reporting both overall and significance compliance rates and would not
limit their compliance measurement program to one or the other. The
officials did, however, expect to have an internal dialogue about the
significance discrepancy definition applied to compliance rates and its
place and use in compliance measurement.

Projected Revenue
Collection Rates Have
Decreased, and Projected
Net Revenue
Underpayments Have
Increased

Although compliance rates have remained static from fiscal years 1995 to
1998, projected revenue collection rates have decreased for the same
period, from 99.37 percent in fiscal year 1995 to 98.35 percent in fiscal year
1998. This decrease amounted to projected net revenue underpayments
increasing from $135 million in fiscal year 1995 to $343 million in fiscal
year 1998 (see fig. 2).

Figure 2: Projected Net Revenue
Underpayments Have Increased
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Sources: U.S. Customs Service 1996 Annual Report and U.S. Customs Service Accountability
Report, fiscal year 1998.
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Compliance
Assessments Behind
Schedule and Impact
Not Yet Evaluated

The projected revenue collection rates decreased and the projected net
revenue underpayments increased while total gross revenue collections
dropped from $23.1 billion to $22.1 billion during this time period. In its
fiscal year 1997 Accountability Report, Customs attributes the increase in
projected net revenue underpayments to refinements in accumulating and
projecting revenue data. Customs officials said that they were trying to
reverse the situation but did not provide information about any steps that
they were taking.

A compliance assessment is a review of an importing company’s Customs
systems and procedures, including internal controls, to ensure that the
imports are in compliance with U.S. laws and regulations. The goal is to
ensure maximum compliance.

In fiscal year 1997, Customs estimated that it would take 8 to 10 years to
complete compliance assessments at the top 2,100 importers based on the
value of imports. However, because Customs completed only 209
compliance assessments from fiscal year 1996 through March 31, 1999, it
appears unlikely that Customs will be able to achieve that goal. To
expedite the lengthy compliance assessment process, Customs
implemented a revised approach in July 1999, but it is too early to
determine the impact of the revisions on Customs’ ability to meet its goal.

Customs began conducting follow-up reviews at importers who had
received compliance assessments in fiscal year 1998. The reviews were
intended to determine whether importers had taken corrective action to
improve their internal controls over imports and had improved
compliance. However, Customs has not yet developed a methodology for
evaluating the overall impact of compliance assessments on importer
compliance with U.S. laws and regulations.

Our analysis of 59 importers that had compliance assessments completed
by the end of fiscal year 1997 raised some concerns about the impact of
compliance assessments on overall compliance rates. In many cases, the
compliance rates for the 59 individual importers were based on few
examinations and were therefore not statistically valid, but they serve as
indicators that compliance assessments may not be maximizing
compliance at many importers that have received them. This analysis
showed that from fiscal year 1996 to fiscal year 1998, compliance
worsened for 20, improved for 27, and stayed the same for 4. Eight
importers already were in full compliance, and they stayed that way.
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Overview of Compliance
Assessment Process

For many years, Customs has conducted regulatory audits of importer
records to verify compliance with U.S. laws and regulations. In October
1995, Customs implemented a different kind of audit—compliance
assessments. The primary focus of regulatory audits is to identify lost
revenue and the primary focus of compliance assessments is to work with
importers to ensure that their imports comply with U.S. laws and
regulations. The Regulatory Audit Division is responsible for performing
compliance assessments with assistance from import specialists, account
managers (if assigned), and other staff, as needed.

Compliance assessments include evaluating an importer’s operating
practices and internal controls supporting its Customs-related activities.
Assessments also include statistical sampling of entry transactions from
the importer’s previous fiscal year. Each assessment involves a minimum
review of compliance in five trade areas (classification, value, quantity,
special duty provisions, and recordkeeping).’ The findings of compliance
assessments are to be used to determine the frequency of future
compliance measurement examinations. Companies are categorized as
low, moderate, or high risk on the basis of compliance assessment results.
According to Customs, poor compliance would mean higher risk and
therefore more examinations.

When a compliance assessment indicates the need for corrective action to
ensure compliance, the importer is to be asked to prepare and implement a
Compliance Improvement Plan. These plans are to outline the specific
deficiencies that the importer needs to correct, how the operating
practices and internal controls will be changed, and the time frame for
taking corrective action. According to Customs, follow-up reviews are
conducted to (1) verify that corrective action was completed and
compliance improved and (2) determine whether the risk category can be
changed and the number of examinations reduced.

Customs Behind Schedule
for Completing Compliance
Assessments

Customs targeted the top 1,000 importers on the basis of the value of
imports and the top 250 importers by value in each of the 8 PFIs to receive
compliance assessments; about 2,100 importers altogether. As of March 31,
1999, Customs had completed 209 compliance assessments (see table 1),
and another 164 had been initiated.

‘Transactions are checked to ensure that merchandise was appropriately classified by type using the
U.S. harmonized tariff system; and the entered value includes the purchase price, packing costs, and
other costs as defined by Customs. Quantity is checked to ensure that the quantity entered agrees with
the amount in the importer’s inventory or receiving records. Special duty provisions include checking
compliance with trade agreeme